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KEY ECONOMIC INDICATORS 
(In US$ Unless Otherwise Stated) 


Percent Change 
1 1974 


GROSS NATIONAL PRODUCT 
GNP at Current Prices (Millions) 13,239 
GNP Constant 1968 Prices (Millions) 6,775 
Per Capita GNP, Current Prices ($) 830 
Per Capita GNP, Constant 1968 Prices ($) 425 


LABOR FORCE 
Total Labor Force (Thousands) Not 
Fully Employed (Thousands) Available 

As Percent Total Labor Force (%) 
Not Fully Employed (Thousands) 
As Percent Total Labor Force (%) 


MONEY AND BANKING 
Money Supply (Millions of Soles! 
end of August) 71 ,837 
Commercial Bank Interest Rate (Prime) x 17.5 
Central Bank Discount Rate (Commercial 
Loans) 9.5 


COMMERCIAL BANKING DATA (Millions of 
oles;end of November 
Loans 57,010 
Investments (Securities) 17,280 
Deposits 68,176 


INDICES 
Consumer Price Index (1973 = 100.0; 
Month of October) 154.2 
Wholesale Price Index (1963 = 100.0) 
Construction (Month of December) 339.57 
Agriculture (Month of October) 460.34 
Livestock (Month of June) 372.58 


BALANCE OF PAYMENTS 
Net Gold and Foreign Exchange Reserves 150 
Net Balance of Payments -543 
Balance of Trade -1,113 
Total Exports (FOB) 1,378 
U.S. Share (%) 
Total Imports (FOB) 2,491 
U.S. Share (%) 


ECONOMIC ACTIVIT (First Nine Months 
of Each Year 
Electricity Consumption: Lima Area 
(Millions of Dw/H) Total 
Industry 
Cement Consumption (Thousands of MT) 
Stamp Tax Collection (Millions of Soles) 





SUMMARY 


The Peruvian economy registered generally poor performance in 1975 
as its balance of payments deteriorated, inflation accelerated, and the 
rate of economic growth declined. The past six months has brought 
change in the highest levels of political direction of Peru. Although 
that change has not moved official ideology from the tenents of a non» 
communisteandenon«capitalist pluralistic socialism, it has brought 
more forthright official presentation of the economic problems cone 
fronting Peru. The government has continued to implement its new 
economic policy of realigning prices which aims at generating greater 
agricultural and industrial productivity. On September 26, 1975 the 
sol was devalued, and a program of economic austerity was made 
public on January 12, 1976 which set guidelines for wage settlements, 
increased the prices of a broad array of goods subject to price controls 
including many food products, petroleum products, and public trans+ 
portation, increased direct taxes, implemented minor measures to 
save foreign exchange, and announced several possible additional meas« 
ures, 


The course of economic events in 1976 is not fully predictable. The 
successful resolution of the economic difficulties presently confronting 
Peru may require difficult decisions; however it seems equally obvious 
that a policy of drift might generate even more severe inflation, bale 
ance of payments difficulties, and economic stagnation. Peru's balance 
of payments problem will require careful management in 1976 to avoid 
economic dislocations arising from lack of imported materials and 
supplies. Although no official statement has been made by the govern= 
ment, some form of renegotiation of external debt may be sought in 
1976. Unless inflationary pressures abate soon, labor unrest may 
increase and this could further disrupt the economy. 


Implications for U.S. Business 


- U.S. exporters to Peru face more difficult conditions in 1976 than in 
1975, Capital goods exporters should encounter fairly good markets as 
most of the public sector investment projects will continue, Credit 

terms remain an important competitive factor. Imports of non-essen«# 


tial consumer goods are already subject to prohibitions and quotas, 
Other imports will probably be subject to more severe restrictions 
than in the past as the Government attempts to remedy Peru's difficult 
balance of payments situation. 


- U.S. investors can find opportunities in Peru, especially in joint 
ventures and other associative contract relationship with local firms 
and/or government agencies. Interested investors should familiar- 
ize themselves fully with Peruvian regulations governing investment 
as well as with the foreign investment code of the Andean Pact. 





CURRENT ECONOMIC SITUATION AND TRENDS 
Recent Events 


On August 29, 1975, General Francisco Morales Bermudez became 
President of Peru as the result of a coup d'etat which topped General 
Juan Velasco Alvarado, who had been President of Peru since 1968. 
Morales Bermudez had been Prime Minister and heir apparent since 
February 1975. The August events were followed by changes in 
October which involved the removal of Generals Rodriguez Figueroa 
and Graham Hurtado. Several of Velasco's influential friends have 
been arrested on charges of embezzlement, illicit enrichment, and 
sale of influence under a 'moralization" campaign instituted by 
Morales Bermudez. 


President Morales Bermudez brings with him substantial experience 

in handling economic problems. He was Minister of Finance for the 
Belaunde government in 1968 and for Velasco in 1969. He has announced 
that the "second phase" of the Peruvian revolution will last six years 
and that this phase will be one of consolidation. The present regime 
had adopted a prudent approach to handling economic problems. Morales 
Bermudez appointed Luis Bardéa Castafieda as Minister of Economy 
and Finance « the first civilian of ministerial rank since 1968, 


The Morales Bermudez government allowed some departed journalists 
to return to Peru, and weekly tabloids of various shades of the political 
spectrum are being published. 


Devaluation 


On September 26, 1975 the Peruvian sol was devalued by 16.3 percent 
from the previous rate of 38.7 soles to 45.0 soles to the U.S. dollar. 
The draft market rate in which tourist and other invisible transactions 
are affected was devalued by only 3.7 percent, from 43, 38 soles to the 
U.S. dollar to 45.0 soles to the U.S. dollar. This was the first devale 
uation of the tradeerate sol (in terms of the U.S. dollar) since Sep» 
tember 1, 1967. 


The reasons stated by the government for the devaluation were that 
export earnings had stagnated due to a decline in prices of Peruvian 
exports and that internal costs had increased more than those of Peru's 
trading partners. Moreover, without the devaluation demand for unnece 
essary imports would have continued to grow, the export sector would 
decay, Peru would be at a disadvantage in the Andean Market, and 





businessmen would have been distracted by speculative activities. 
Further devaluation of the sol is widely rumored as coming in 1976; 
however such an event is not necessarily inevitable, though the street 
rate of the sol is running 6065 to the dollar. Even though further 
devaluation would have a salutary impact on Peru's export earnings 
and would diminish the need for administrative restrictions on imports, 
the additional inflationary impact might pose additional undesirable 
economic and political difficulties in 1976. 


Austerity Program Announced 


Peru's Minister of Economy and Finance, Dr. Lufs Bardéa Castafieda, 
gave a major speech on Peru's economic and financial situation on Jane 
uary 12. The Minister announced a large package of measures related 
to taxes, government spending, prices of food and petroleum products, 
and wages. Concretely, some 16 Decree Laws and 23 Supreme Resolue 
tions were promulgated and published on January 10, 12, and 13, The 
points of economic distress which these measures aim to correct are 
inflation, public sector saving, recession, deterioration in the distribu- 
tion of income, and inadequate domestic production. The package of 
measures is aptly described as an austerity program because it implies 
sacrifices by all segments of Peruvian society. 


Prices of a broad array of basic foodstuffs (including rice, imported 
wheat, beef, mutton, chicken, potatoes, liquid milk, margarines, 
butter, sugar, bread), petroleum products and transportation charges 
were increased. The price increases for foodstuffs ranged from 10 

to 35 percent and directly affected 28.4 percent of the Lima consumer 
price index. The price increases for petroleum products varied from 
11 percent for diesel fuel to 53 percent for 84 octane gasoline and 106 
for LPG; the overall increase in Petroperu's sales revenues was cale 
culated at 43 percent. Tariffs for bus, rail, and air transport were 

also increased, with an average increase of 23 percent in urban bus 
fares. According to official calculations, the package of price increases 
will lift the Lima consumer price index by 13 percent and the mandatory 
increase in the minimum wage will only slightly overcompensate for 
this increase. 


An automatic acrossetheeboard wage increase of 840 soles per month 
was decreed which amounts to about 15 percent of the average wage. In 
addition to the automatic increase of 840 soles per month, there is prose 
vision for wage increases gained through collective bargaining which 
may permit an additional 1,650 soles per month depending upon union 
bargaining power and the economic condition of the firm. This 1,650 





soles limit is the subject of great criticism from labor and even part 
of management, and may be revised upward. The decree on collective 
bargaining stipulates that labor demands relating to working conditions 
are suspended for the one-year period of the decree. 


Tax rates on personal incomes, business fixed assets, and business 
net worth were increased. The tax status of cooperatives and public 
sector enterprises was altered to increase their tax liability. Previ- 
ously cooperatives had been exempted from paying taxes as private 
corporations and only certain public sector enterprises such as 
Petroperu had to pay the corporate income tax. These tax measures 
are direct taxes and aim generally at higher income groups. These 
groups were also adversely affected by a measure which freezes house 
rents and limits wage remunerations to 70,000 soles per month which 
is mandatory for public sector entities (private firms cannot treat as 
costs amounts in excess of this maximum). 


Various decrees aim to reduce imports and foreign exchange expendi-, 
tures. These include elimination of importation of magazines adversely 
affecting the moral standards of the people, a 15 percent reduction in 
imports of newsprint, and a 30 percent reduction in the importation of 
alcoholic beverages, and increased taxes on foreign exchange sold for 
travel, che taxes on days spent outside Peru by residents, and charges 
for passports. In regard to more severe measures, all imports must 
now obtain licenses from the Ministry of Commerce and the Minister 
announced that imported commodities will be subject to a prior import 
license system (as yet not promulgated). 


At a macroseconomic level, the package of measures sets stiff guide« 
lines for wages and prices, and this effort is a vital step in taming 
domestic inflationary pressures even though the initial impact increases 
prices. A central aim of the program is to reduce the inflationary ime 
pact of the central government's budgetary deficit and to prevent a 
drastic cut-back in public sector investment activities. The latter are 
deemed necessary for the future improvement in Peru's balance #of« 
payments and more presently to maintain employment and the general 
level of domestic economic activity. (In fact, the official title to the 
package of measures is a Program of Economic Reactivation. ) 


The fiscal effect of the price increases is similar to increased indirect 
taxes insofar as fiscal expenditures are reduced. According to projec- 
tions presented by the Minister, the reduction in expenditures and 
increase in taxes would yield a net impact approximating 19.2 billion 
soles ($426.2 million) and would reduce the net domestic fiscal finan- 
cial requirement by the same amount. 





It is obviously too early to predict the economic and political conse- 
quences of the austerity program or whether the program will survive 
growing criticism. National belt tightening is never an entirely com- 
fortable process. 


Rate of Inflation Continues High 


The rate of inflation in Peru continues at historically high levels. 
During 1975 the Lima Consumer Price Index (CPI) increased by 24 
percent as compared with a 10.6 percent annual average for the ten 
preceeding years. The latest published index numbers indicate that 
the Lima CPI increased by 27.4 percent during the twelve months end- 
ing October 1975 as compared with 16. 3 during the twelve months end 
ing October 1974. The food component increased by 35.8 percent 
during the twelvesmonth period ending October 1975; this high rate of 
increase derives principally from the price increases decreed in June 
1975, 


The price increases promulgated in January 1976 will increase the 
CPI by an estimated 13 percent. The price increases of January 1976 
were undertaken to reduce fiscal subsidies, to stimulate domestic 
production of foodstuffs, and to compensate for the September devalua- 
tion. The official, and probably over-optimistic hope, expressed by 
Minister Barda, is that the rate of inflation can be held to 20 percent 


in 1976. Certainly there has been little evidence to support this hope 
during the first weeks of 1976, which have been marked by dramatic 
increases in the cost of living. 


There is substantial conjecture within Peru on the nature of inflation 
and which factors, monetary or structural, are responsible for its oce- 
currence. Upto June 1975 the Government had followed a policy of 
artificially low prices for foodstuffs and petroleum products, which 
benefitted urban consumers. This policy, along with structural defects 
and disincentives for private sector farmers, contributed to persistent 
decreases in per capita agricultural production, large increases in food 
imports, illegal sales of agricultural products in neighboring countries, 
frequent shortages in local markets, and surreptititous price increases. 
Despite the recent price increases, there have been continued sporadic 
shortages of basic foodstuffs, especially beef, sugar, rice, and beans, 


Balance of Payments Situation Worsens 


Peru's balance of payments situation deteriorated significantly in 
1975. Available public information on Peru's balance of payments is 





presented below. Data for the years 1973, 1974, and 1975 are prelimie 
nary and subject to further revision. Nevertheless, and 


Peru's Balance of Payments 1972#1975 
(millions of U.S. dollars) 


Exports, FOB 1, 378 
Imports, FOB 2,491 
Trade Balance e1,113 
Net Services and Transfers = 455 
Balance on Current Account 1,568 


Long Term Capital, Net 41,137 
Basic Balance - 431 


Short-Term Capital and 
Errors and Omissions 


Balance of Payments 
(- indicates increase) 


Net International Reserve 
Position 397 411 693 150 


barring abnormal changes in final magnitudes, several tremls in Peru's 
international transactions are immediately apparent. Export earnings 
have been outpaced by import expenditures since 1972, with the trade 
balance slipping from positive $108 million in 1973 to negative $1, 113 
million in 1975. This $1.2 billion dollar worsening was offset by $0. 8 
billion increase in net inflow of longeterm capital. Several large 
investment projects account for the increased capital inflow. These 
projects include the Northern Peru oil pipeline, the Cerro Verde N° 1 
and Cuajone copper mine projects, and the Mantaro hydroelectric proe 
ject. The large shorteterm capital inflow of 1974 resulted from the 
180 day minimum financial requirement imposed on importers. This 
latter measure accounted for the growth of Peru's net international 
reserve position in 1974. However, and as was stated by the Minister 
of Economy and Finance in his January 12 presentation, in 1975 Peru's 
international reserve position decreased by $543 million. 


Although detailed export data are not yet available for 1975, the decline 





in export earnings was due to low copper prices and a poor anchoveta 
catch. Comparative volume data on principal exports for 1974 and 1972 
indicate lower export volumes for eight out of nine of Peru's principal 
export commodities. Although the volume declines were small except 
for coffee and fishmeal, the growth in export earnings resulted princi- 
pally from increased export prices rather than from increased export 
volumes. Preliminary data indicate that the prices of Peru's exports 
as a whole were 100 percent higher in 1975 than in 1972 and that the 
prices of imports were about 72 percent higher. While it is true that 
Peru's terms of trade declined in 1975, from 1972 through 1974 they 
increasedfrom 68. 8 to 100.0. 


During 1976 little improvement can be expected in Peru's balance of 
payments. The official projection presented by the Minister of Economy 
and Finance sets forth export earnings (FOB) at $1,655 million, import 
expenditures (FOB) at $2,520 million, net outflow on services at $526 
million and net long-term capital inflow at $1,085 million. The result~ 
ing aggregates are a trade deficit of $865 million, a current account 
deficit of $1,391 million, and net basic balance of -$306 million. Obvi- 
ously the prices of exports and imports will be the major determinants 
of the 1976 trade balance and, barring bad luck, the Minister's projece 
tion seems realistic. Fundamental relief to Peru's balance of payments 
should take place in 1977 with a near-doubling of copper production and 
the placing in service of the Northern Peru oil pipeline. During the 
first year of operation these projects should earn or save at least $400 
million in foreign exchange. 


Low Real Growth in 1975 


According to official but preliminary data, Gross Domestic Product 
(GDP) grew by only 4.0 percent in 1975 as compared with 6.6 percent 
in 1974 and 5.4 percent in 1973. It is premature to forecast real GDP 
growth for 1976, though little or no change in the annual rate of growth 
is foreseen at this time. The low rate of growth of GNP and GDP in 
1975 was due to weak growth performance of agriculture, mining, and 
industry. These sectors have accounted for 13 percent, 7 percent, and 
26 percent respectively of GDP in the years 1973-1975. 


The agricultural sector grew by an estimated 1.0 percent in 1975 as 
compared with 2.4 percent in 1973 and 2,3 percent in 1974. The poor 
performance of agriculture can be attributed to a variety of causal 
factors. Apart from disruptions related to agrarian reform, it should 
be noted that up to June 1975, a policy of artificially low food prices 
had been in effect. In June 1975 and January 1976 prices of many basic 





foodstuffs were increased, thus reducing the artificially low-cost of 
food for urban consumersarising from implicit subsidies in the case 

of domestic agricultural products and explicit subsidies in the case of 
imported foodstuffs. Production of basic foodstuffs has grown less 
rapidly than population in 1975, giving rise to shortages, additional 
food imports, and persistent inflationary pressures. 


Output of the mining sector decreased by 10.4 percent as compared 
with rates of growth of 0.9 percent in 1973 and 2.5 percent in 1974. 

The substantial decline in mining output in 1975 derives mainly from 
strike-related work stoppages at the principal copper mines. In addition, 
high costs have closed some of the smaller mines. 


The industrial sector grew by an estimated 6.0 percent in1975 as come 
pared with rates of growth of 7.4 percent in 1973 and 8.0 percent in 
1974. The causes of the lower rate of growth of manufacturing industry 
in 1975 are unclear. Despite wage increases, particularly for organ- 
ized labor, the relatively high rate of inflation in 1975 may have reduced 
real income and therefore the demand for industrial products. 


Provisional Agreement on Marcona Expropriation 


On December 11, 1975 a provisional agreement on the expropriation 
of the Marcona mining complex was reached between the Governments 


of Peru and the United States of America. Iron ore shipments had 
been suspended in July 1975 after all contracts were declared null and 
there was a possibility that shipment might be embargoed. The provie 
sional agreement allows iron ore shipments to resume as the two 
governments continue talks regarding compensation to be paid to 
Marcona Mining. 


New Loan Agreements 


From the beginning of 1975 up to the present, known (published) loan 
agreements signed by Peru (but exclusive of credits of less than one 
year maturity) total $796.6 million of which $520. 3 million are loan 
agreements signed in the past six month (since the beginning of August 
1975). The following discussion includes only loan agreements of over 
$10 million. Two private bank consortia lent $60.0 million and $150 
million respectively, principally to refinance external debt. In addition, 
a Swiss bank consortium lent $40.0 million apparently to buy out pri- 
vate Swiss investments. The principal bilateral loans were from 
Hungary ($30 million), Austria ($11.6 million), and West Germany 
($38. 3 million). Two loan agreements were signed with the Inter- 





American Development Bank «=a $15.0 million loan for industrial credit 
and a $37.6 million highway reconstruction loan, Recently a $76.5 
million loan was signed with the World Bank to finance projects in 
the Lima-Amazon transportation corridor, and a $11.0 million AID 
loan was signed to finance small irrigation projects in Cajamarca and 
Valle Mantaro. 


Continuation of Peruvian Socialism Expected 


The key elements of the development strategy adopted by the Velasco 
government can be summarized as consisting of (a) expanding the 
economic role of the State by increasing its direct participation in devele 
oping and exploiting the country's basic productive resources and market= 
ing its main export products, (b) carrying out structural reforms in 
agriculture and industry aimed at achieving a broader distribution of 
income and wealth, and (c) stimulating regional economic development 
outside the Lima=Callao area, In mining, fishing, petroleum, and 
electric power the state enterprises are now the major producers. The 
Morales Bermudez government is expected to continue this development 
strategy. Within the industrial sector, the Industrial Communities Law 
provides for worker participation in profits and reinvestment of profits 
on their behalf; in general this scheme has been complied with,although 
inducing concern over the viability of management decision as Industrial 
Communities reach the fifty percent limit of equity ownership and meme 
bership on boards of directors. Three social property firms are in 
operation and a dozen more are in the process of formation. Additional 
financing of this system of worker-managed enterprises is set at $130 
million for 1976. The three social property enterprises now in opera~ 
tion are Lima Metropolitan (bus transportation), Moto Andina (assembly 
of motorcycles), and Normetal (fishing boats, and pipe). 


In regard to agriculture, recent changes reduced the limits for inaffect~ 
ability to agrarian reform of agricultural land. These limits are now 
15 hectares for irrigated coastal land, and 5 hectares of irrigated 
mountain land or the equivalent in drier land. The previous limits 
were 150 hectares for coastal irrigated land and 55 hectares for moune 
tain land and jungle fringe land. It is thought that these new limits will 
not be changed further and this may encourage small farmers. The 
government has promulgated new legislation which establishes produce 
tion committees at farm level for each of the major commodities pro# 
duced in the country. It is intended that these farm production come 
mittees will set their own production goals and requirements for credit 
and technical assistance, 





IMPLICATIONS FOR THE UNITED STATES 


U. S. exporters to Peru face more difficult conditions in 1976 than in 
1975. During the period 1973=75 the value of Peru's total imports 
increased by 150 percent. U.S. suppliers did extremely well as their 
share of the market increased from 29.9 percent to almost 34 percent, 


The balance of payments problems present during 1976 indicate that it 
will be more difficult to maintain the same level of U.S. exports 
to Peru although the official government estimate is that total imports 
will slightly exceed 1975's record level of $2.5 billion, 


During 1976 the GOP can be expected to be stricter on the issuance of 
prior import permits (particularly for luxury or non-essential goods) 
and in general to try to decrease the rate of growth of imports. It is 
clear that most of the major investment projects in the public sector 
will continue. These, together with project loans from international 
lending agencies, will provide the major fields for continued U.S, exe 
ports of capital equipment. These projects include road construction, 
industrial, petrochemical, fertilizer, machinery and food storage 
facilities and other industrial plants. Also, Peru must continue to 
import foodstuffs from the United States as well as intermediate raw 
materials for its domestic industry. Prospects for U.S, sales remain 
good but sale efforts must be specifically tailored to ongoing projects. 
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